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Memorandum of Ex Parte Communication

Magalie Salas
Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

Dear Ms. Salas:
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F.n 102 ·~OM--480) <....l.- 4Q(J/"f ttl 'e

Re: CCBlCPD 97-30 - Request by ALTS for Clarification of the Commission's Rules
Regarding Reciprocal Compensation for Information Service Provider Traffic

Yesterday the attached material associated with the above-listed proceeding was
delivered to Mr. Kevin Martin, Legal Advisor to Commissioner Furchtgott-Roth. We are
submitting the original and one copy of this Memorandum to the Secretary in
accordance with Section 1.1206(b)(2) of the Commission's rules.

Please stamp and return the provided copy to confirm your receipt. Please contact me
at (202) 326-8889 should you have any questions.

Sincerely,

cc: K. Martin (w/o attachment)
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~~eciprocal Camp For Internet Traffic--Gravy Train Running Out Of Track

(P:.1r~ V oflrrtem~ ReglJati01l f7~vi~ S.rles)
Sutr:m4.rj: 1.1 a cl.:l:;sic. case of wMt you se: u not r.ea:33a.';!y
wb£ ym.; ~.. investor! abould not expect tbt eu~t

redprcc::a.l carnpocfJllion arnD l;1lment tor Ina-met trd!ic to
conOnat: ::nuc.b p.o.B't the end o.f the )'Ur. Givon that th1s i~
is r:-obably ~'::e s.itlc;ie greatest 0PPor.u:l.1t)' for arbitrage In the
w~'taJe s:oor, over 4,000 p~..'(:e=t l:1 '~e i.~, TPG
c3utions h)v~ton t.'1at thb e:rtraOl'dJ13ary Rrhitntt "~'VY
train'" win run out or truck-probably thiJ YClr. !: ls s!.:n~ly

,,0: ~wt1iIutbl~1an5-mr.n.

y.c:-..ovc..·. i.sl\'esro~ should nat bo luUed rota a fWe semc of
sec~--::y th1I1 19 coosecU!jve st!te public utlUty com.missions
r.ave ruled (in aecitioD to II recent Federe..l Coun in To:.1S) tb.:r
r:1r~ service provider aSP) traffic passed thl"Oug.i a
c::o.::::?e:=tl ....e lc-eeJ exchlU".ge C3:'7i~!" (CLBC) ~s CillSSifie<! as !

loca! ca1L In :lle eo~ing mont.'-l.s, TPC apllCta tbe FCC to

trump the:!O ,t::Ilte dCCCllo113 by c.Ulrifyine tllat Int:="=t O'd!1c
is iTldud intt:rstar~ e.treetivdy I'e.33.!uOug 1t! f!deral
!urisrliction over dUb or L'lternet n-alup0rt. (luu:tprocal
corrpvuorton is a r~€['~IC1ory arrafl,gemt:T'J where r"cal rd~om
r;:rcvidYS pay ench orher for ~the COJt" of~rm:;"art"fthe calls
ri:~y orlginar~ in most CQ.JtJ., ,ecip7"Ol:a1 camptm.!attJ:m traffic is

,-",c·w"Y and thw largely offi~rtil1t Ho""~r., Jir:cl!
.'·,.J!~~~r:!/da:!'J "'aff.~' is cn2-w~J, U1ire lJ !irr!~ ··re:i.::et=CJl'·
i;!;C.:": fr.i:J arrc;ng~::nL 1r L5 j:JS: c regulctory ::ompe~!::lIion

Wj~.:1f::J!l_l~r C:...!Cr/tS_PsJ

_"I BJg Deal jar Investors: This reciprOC3l cc.n:.pe~~tion

:\~'::::::age is a si;:uific.onr parl of the exisf.'D.~ "'cbt::ll groWTh
cnt:fne" or m:my cue and ISP busineS! tnodels.
Co::..:;eg~ty,inv::s:ors t:ee:: to be ~w1o..-::~ L-l So::::e ins-~.
~hof'!·:=r:n pmj~cred re.S".:l::> ffi;l)' te 2rtltk:.Uy "juic.e<f up,"
potcn::i2I1)' provldine an UJu5iop of rlLSt~r-tl1an-rul Lone­
t~:-m gl'o'Orlb. The fIi':l side of this prob.lom i.s tha: ree:p:cea!
C:;=~::s.n:iC71 IS, ~ificlll1r :lnd lT0wTttt: fi:lblhty, primarily
fOT ,1'1~ Baby B~IL:l. I: is 1o='O",'l.lg a~ s·..u::; ~ n.;:~~ n.~ t:l!.: ~:

- J:..:: '::'e .1 sig:ljil~: ti:-e~: :c ::a..,....:r.~ r::lug:Jy iII 1999, if no!

;'hy tho! Tee Will Fi:r ]:: ?ir~~ r~iprocaJ co:=pens:r.lor. ~OT

~e-\,l,'ay in:e..",,::el t:'"a,.'r:c is arguably t!le sin~le grtJ\tc,r
"rmtT1lee opporttIn.ity .nd hence nUlrker di.Jtortiml tn cbr
r~le-com sector today. T?G :l21ued t,I.Js iclpo~~ issue L'1 O'J.:
',::':":: 5 "!nJem~; Reg-.Jorlon Prt!....1~·· bclll:'JI: as akir. tD 11

O)~Cl:<Cr: b~l; An..: r.:ac.iir.: tr.;l.t C':11y allows \l.iihdrawals !.'ld

t!ke.:; no d..-posi~ So other pI4.ce in the sc.c:tlr~ CO=:t::;':-.:~,

rca? 11.5 mucb as a 4,000 p-::r;e."1~ arhitrag:: fc: z=.:.:lL':la:. '.~:.;...-..

added s.e:rvice.. No coropdt1v e 1Ilarl:e~ legsl c= ir.:.::::. :~:

l:::'Iera~ S'.lc.'1 ~tJa:l a:~!tra.g:. OnJy re~.l1.r.c.-y C;;s1C:-..::::::.:
can gcnente this si::l: ar.,;::-:ae over an e::r.eru:iej ~jCX! 0: :m:.~

Second, this arl:i~ cp;:::c~unlty is ~eatly r:ontnouti%l; to 3;1

lIJ1iftd.J rtlital.iCDmezae or tile m.ar~ 3tTUet::zr:l 0: 02. ::e\;,' "

=.e~ comp-e::itive voieeJdz::l z::.ic:Jo. R.:::i:::-::~
co=~Qn is d.";ving IT'.c::y a!~ I::er~;' <.."'..3
~;.qt:isiticns fer p~y r::go.:Ja:.ory ~ DOt ~:cr.ot:;jc :~

cOmpcC1ive re!SOa:1. Thm. in some msrar.ces. an 1~;; IS

t::'lll'Tmtly an ~ to a C!...EC. but could becc:::::le a s.--r:C:';i

liabillty ~tho~ the L--bi~~ of recij:."'CcaJ c~?~~O,,­

7r.:rd, it dtBc:oUr3ie, =onomlcally .i.Otlnc !lc::iliti~bllscd

loal i::ve-:tm~t :Iud InhibIt! fbe devtloptnc::nr of ao e!':"l:IC':H

competitivo market. I~ has the perve~ll effe~ of a::7'''::-'E;
Ct.:.9Ulmers from a..ssetS lra.o liabiIIti:s. VoIh)' wo~c a.~j'

COr::lpe'.itor \lI~ to win a cwtOI:lc:r it that CUStO::lc:; would ::.:::s:

Ul= more in r:c:prca.l Cor.1~tio~~e~ ....i.~ 1T.i::-.;::.::.:. ::;.1:-,

l:'=y c::~d ~ in revenue from~ cuS".om~r"

What to E:rpea From th~ FCC: In'V'eStQfs ::.e~ t';) z.;;pr~\Il:e

thlr. it is not th3t bard fbr the FCC to fix thts in tnt rornln~

months. lu.TS, the a.ssoci:l:lo:1 repteStm=g t~ CLECs, has :!..I

a..-j'~ ~~= (d.ued J~: 20, 1997) req-..:esting th~ 6e FCC
iss'J~ ~ c~-if.ca:::l~ ~ the tr"_~ in ques::on i.s loC2l ;J.....~ r:c:
:.~..ne. A:...TS afg'J::5 i:l its petito'll. Wt ":his c1a:",,::cL;or, LS
c;ez-Iy in the CCl:lt:Uasio::l's (FCC) C:xdllsi"'e j~Ctlor.:" ?OT
rCCIr:gal u..'t.bority, ALTS ci~s II 1980 Compute::' I: Fcc
cecisic:l which W'I.S st:b.scq~otly upheld in the DC CO:l:': c!
Appeals ic 1982 c.:i again !rl 19S4 Now tha: the stato~ rH'IVe

rJ\ec the CLECs' way. ~ association li.1<ely regr=t; hav .......~
~:;ested ~5 clari5euion 5-om:be FCC,

\V:'l)' woUld ti'.e ?CC bel.1=ve 5U:"l,. lnt.::rne: calls ~: net l(rCa!.
b.:: tn!t::stB1~7 "'l1-..e FCC roM exen::pt:d ~s l:r_'fic ;':'::1::

in::.)'.e~ ~ress ::~~~.s for over a d~aac. \v~y "'"C•.:.!~ a:­
exe::':1~~ frcom in~=~ate acc~s chs.tg~ be ne~~~:: :: :::~ ::-::::C
:::.c'.Jg~1: !~ ~ a lo:z.1 c.'t1J'? .'-1 0 reov Q1'. b th~ ~CC'~ ;... ~:-:: ;0
::?or. to Ccng:o,s. (parac;-rJ,ph 106) the FCC 'aic tut IS Ps'~rc

:10: Crl::t1c.d to l""...:i;:mx:.a.l oompen.53tion for te"'::1loaring IOQl

teleco:::wllmieations tra.."'fic." However. the FCC e:xplic:tJy did
no: COr.'l.me..,t on whether CLECs that Sl:.-Ve ISPs a::l e:;t::tJei CJ

r:ciprocal compe::satior. for t:l:-::Jln..!.tiIlg In!err.et t:':t.'fic i:ney
said ~~a: issl,;: W~ now bew;-: the FCC • # • " •

AC::rxW':' IN~I<J.«r:ONAVA..'U&E QH ,q,EOt/ESr •• n. wanr,,!.b.1 Xo1QInt(/~ II'lIr~ tS DID#(! ~.-...e1lS DWwd '" Jw --.biN, t::JI_ tID ""f fllUtW"IHI/S CD'1o'AoIiIfI.JJ rY

J;a..-y rM tWJ:,,'fu ...~e,;~1 (JI"(y ItId II nqr~ '" ~ Nt othr~&6.(f"'" Ifl, ,,,.~, ,./wrtd ID N..... Cl<>W4"tf ..,,.,,.d _ ~ 111 ""..,g'~ IIQI.'eoI 1Jf:!
""~Cl' • l:X"~..~ C1~I'N/J~ AD<'! an. I:l /llr'J. llJg; ANu", .- l1I£2lo: Ie~ Is~;'~!J f'># ll16lY11'lrJ IIItIa ~1WWt! IN'~ IfIIY /rIrI'I , pcrlfnll " "'"
,.c:.;",,~/,.,./t~!I6,""" "'~mllV'::l-b" "'f1JPt'fet1~ '" s::.:r:c. 0l0UAd.1r::IouIIr11J:1 IJ1f1 /,(;non~Www;~ ~Nt1Jr l'ewrStoeJr~"~61 SIP:'
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PreCU1"SOT R..c>ea-r0: T70I

Scott C. C1eu.z.nd
March 18, 1998

Testimony Before Senate Communications SubcoJluni~a..ee on Telecom Act
(4p~)

WntuTr l'a~ of xotr C. C/~and. J.I/vu~ ~ lB.
J)1~4, before'! 1he ComnrfDlicariON SubcUllllJ1lm_, J1~"ng ofw
UnJ.u.d SrQJe~ SCIaz.e Co""";(UU oPI - COlffmtrrre. SctDtct anti
Tr-::nrporrarion 0'11 ·WaU S"ft11 PU3peet1V. Of 1996
Telecomrmmi::artoru Acr lmpleme'Jfranoll. "

Mr C~ thank you far the honor of t1ISU~i:ng before
yo!.:' Subrot:'..::ll~ c:1 bob.3lf of th: PrClC~~ Grou;r"" o!
:"ea; M.3S0Tl Wood Walleln'. !nl:. on the v,::y ~pmran-: tOpic of
t:J.: f.n.mcW car~' pe:ri~cetiv: of i.-np!,.."eot.triec of w
; 996 TeJecom:::n=.ieuior.3 Act.

offt::r !he fi)l1owtng 1:-..tights lmd cbJC."VallotlS an the
~!=en:miQ.C of~ Tel~ Act t.... hopes tt!.A.! th.e.!e ~~ be
~.:l to ee SuXo:::%:lnin.ee.

b g.o....-J1.. tl~ ma.(.<e:s ctisliJa: ~J2:atan a......::j
~ty. "Large Cztl" in...-c:s:.crs. wlUch CCltII:'Ol the
overv'hcl.."lU:.i caJori~ of mO%'.ey mac.age.d 1:1 tI-.e (Jr.:t:d
S:'1.:~. c.on', like ttl:: prcs~ of increasill& c:ompc:tioo
~';ie :, c::-....trLS~~ a'::lout future F-~fu tc.lL."'g:ns. Por
~e invutors iI: COle mos, '-lIidely-held c::on:panies. ~e

'·c.c~::io=· l":'\e!Dric from Wuh.inl;UTO iQ~:l:l" fri"l-)~d

:..':.== ~d c;u;sed ~er. to~ an enar:naw UDOl."Zlt of time
\W'e:'.yc::i.~ out V!rious CQO~:tve so:et1,!.:10!. On tb: otha
~"lt.. i::we;s~ in sr-...aU companies cd s~.:~U?~ cl:u-:':d
:~~ l:=:J11~~ot. of til:: Tc:leco:n A.ct beaus.: of the

~ or.'0m.::=.:ti~ it~.

:-:01>.-n'er: :he e:no=:ou.s cocfuslon and~ that have
=:::gee fro::1 the le;J1 5ghr OVt:: th~ impI.:m.cmztion of the
:-~ At:: has 3t:rVee no c::.8 welt. A.~ yeL-S of
,-~--.:;ill::::y over the:~ :-..1l~ of cac::pctrian ~d s~s:c!.ie-s. I
"--;: be-i:''::::.l-..'"l;: to d::tec: t."u1t tU mric:s aT': i.~...,a,:ngJy

"::.t=~" '..0 regul.a:.or)' a:..:! le!JLl d~~er.::s.. ~"'!: lS &

£:"Owing I:".ood ot" ·'wake ~e l..,? whal s.cmc-.r..:ng r-..ally h.a~
7:'1 rtte :na:.UTp~."

Problems ''NitbT~ A.£.t A.tmmptimu

It i.=~yap~ that C"...1l."1Y of the probJ.cms wr.:: ~
ic+'l==~QX1 of :he Tcl:cam At:: are &et'.::lly s.::r.o::;.~

probJ..o.n::.s Vtith ~Qlne of W C4Jrc ~:loru \lnde:'?i:-;'I~

~ oftb.e T=l~:aQ A::-_

A... Overly Oplimhtic T«lmiJ~ ~1ic1tt" Th.:
Tele~ AI:: appamuly assuc:Q :hAt ~logy h3t.
advanced to the point at IMhic:..'l tbc1':: l:.Quld be an ~!G'Jlr-J

v'.obl, lI..Od wit/Dr;nad f:acil.m~a1~ to the lCGll
voice bfrutru..'"'tlJt:: ~ tl:u: ~D-3.b]e~. As it t:nu 0:':::"

ee cable mdumy~y oTer-prQ:tl".is&d c:J th= viability of Its
~~ !. :1itect teplac:cm=t to ~ eopper voice
&rd1itc::':m':. Also gr-.rJy avcr-bype.d was the nf!mJiltry 0:
~eS!l tcci::r.ology at a r,-~e~nJ pf~: thaI prospec:: l.s
sti~l a few yel1t5 off at lOllst and tbe:n p't'Obably will on.ly beg.':!

B3 I. nic:~~e.

MtlCh of the bin=r legal acd ~Jlc:ny srrup that h.lt!I
traaSprcd over 0: lut two yean may be rooted partly in th.U
i.ru:.onu:-.: core ~I:mptioo. ~ &tel amully and
Cespe:'nely trying to cn.J'C. tJlic TeJc:o:lm Ac1'lI -~
policy" into wh~t rtml.i!ls A p,-edominaE1Uy "'ODe-pipe
"'or!.I:F fo:lr~~!e fut'.ll"e.

B. Ntmm:J MDltopoly? The "rcl~ Act"S Q;lt:imist:c

:=h.,oJoiic:aJ. ~umptior.s have fueled conventianal wi:!d.oJu
thaI tll: lo~ loop voice ucrutecro.rr is no Jonaer a ''n:It...-.i
:noMpcly." Howeve::. it appcsrs tha: local celeplJlme sen1ce
DUy stiU be a~ monopoly. mClmini 1h3! th£ enormow
ca?itB.l C05! of replic.za:ll1g laC!!~3\:~ It'.a:
consutnm C\lIl aet a bette" ram fro= oc.e regulst.cd~
that c:)joys t.'u, full bcndit:s of ecano:a:Ue:l of sc1e.. In add.ition,
~ 1934 policy of unive-oaJ pho:1.e~ .aDd the 19lU>s
~~sidi.:s or lceal s.:1Vi:e~ inflated 10!1& dis:aDeo~
cb.r~e:s have l"Cl~teC L"'l toug.i.ly 94~ of Amcr..cans cnj~
~.~ loc:J l"e5icUlntial dia1.l.ane !e!'V'tce Stl~y
0.::0\1; real cos-~

HOWeYe:', \:%l.Ics.s W't see a c1ra.'U8Iie UJeMological btelll::U1."C'\lgb
whlcl: lowc:s tb~ 12ri~ of alternative loea1 an:.~tura. r
beHove tr.a: for ~t least 80--90% tYf Ame.r:an CODSu:trlaTS. loc:al

~ INFORJlATION AVA..tA.!(.l ON R.."aJDr. .. Trl#1$IIW:rl~ it lit rrtJt/IfII.,.",__...111,.-,...~ .. Iltlrd~,.~(Jf

-=:nroo:y. "'--".. ty"....,..,."PIf1I'P- Qt'(f1ft1.1ItIt,.,..b'. II' ....CI IVyDr"'"__ffIfftfV /II,..", QIlIIIMf.....,_*t/IIjIf1t.,~WIItItlI_ ,..

...--,,-~~~ .....~....- U:JfI-' - ~ lie ..."...".~~"'~/IIfIII""""""...-.tI!#YJIIN.~",.
~~-~••~ - - - f'r1 S«tI:::~ lr..-tbl.4lll UIi:Dt ItilIa1 w... .IlI:: ~"-I'oIr&:b:lr&t:N .. ~SA:.



---------------------"-' - -"-'-"------------------, ,"':. ;;: .
pea::: ~~ Q,'ill remAin A "'t:.1r.unl cc-"...;?olj'· fo: lCllT~

five ye..::; - c,aybc Jocge.

!Jilt W"nar.A,bau: Existing 1.«01 CC"fper:rian? T.oe lo::al
c:.ompC'Zi:ion th.a: exists :C~', 01 is ~:lopi.""" &!:noSt
eou:Jusivcly !x:le..~ big QUsioc:ss az:d :un nsid.::nti3.l
consm::ers. There r:maw ¥e::Y llttl. pro,?~ !or VI1des:r:r~

Tdid=tial c:.a::?Cetioll mthe~ef..~t. 0..:rre::lt loa.!
com~tioD is fuel~ by sub;i4y-prk.e ~e. If local
tnQll::I?G1ie:s W'C!"C allowed 'tC offer th.e.lr bw::nz:s.s CUS1:Dfncn
s.::t'Vi= 11 a "eaupC'titive- ~e'T c1gsertD~~ost

aiJT;i:ng l.oea.l comp~!1On wowd ~ O"o'er.tight.
PoIir:yrn.aU..", lIbould~ 4Juu~ local ~oess
c.am~ ~ fueled p:"CCcO': jnmrtly by ~e.e !ac'.on:

• Fir:r, Inc-r is m.&ft svlmrfrpriat. arbit:"age.. ~...: bus.i."'..tS5
T'I% "'u:::lbrt:.ll.a" for JOCll.l .9t:l"Vice is ~ sub!tu:.tinlly
ir..Bated l= r.:l3tioc to COS! because r:S'~.on h3ve cll~
to Q'OSHub.sf.di,z: ~al ~e wo:o hi~ bus~s

ra:%S. Thw <:urn:::'.t campetiton mjay ~~~..;.mposed

sl.ued Fic::e.s w1~ paying- the o~..ng Teo:'.1IUOry­
impos.ed eXtra castJ of subaidies. Wn.u ill n:a.lly iOiq em
is less abol.."t campc:tltion (as tnOS! busi%lesSC& Jeww it) =d
more l!IbolU poUticaIly rea11oeuin,g resi.rie::z::W suDsidltS to

C!..E.C share:::lotd=rs.. Wh2: we Mve ~'Oi is comJldtiOD for
govemr=mtal sub.sldies.

• Sua,...d. 1~ 'if ;tm;:11! "~"cam-J~" NC\1t
~e-.i':n:S c::Q tzt:'Ie: the.:: ca;riUl i."N~ \I.~ lase­
lUGe eEt:ic::::.cy on co.ly ~ ICJW~ l:..i;b-ya1~

cus-::m::en, !:: oth..c:: wo rrl s.. in &.0 c:u:::~ ••t po iiI;)' YaCU"..Im 0 f
co ::..=w e:xp;,:::it U!:iverul ~jce S)'!!e:',. l~ c.or:.~...7:'~

CX1~ o:l1y~ bes! ~=$ ~ot:: bvin; to p~

fot th.c leS5 pro'fr:ahlo CU5tacc:r.i ~ l=Ve$ be.~ We. ar~

c-.:.r:rcrtly b 11 I 'free-Iun.c.!:l- :n::.:i::ion peri0 d for
COI:lpe.:ter!., ~ ""il!ch ~y iet c:l.ly the bes. of wold
SllMidy sys-..e:m ~d tUll'\'t mve to b::".or i:n l!.!1 o!th:: llidd..-:J
fo.:re L'abwccs t:: til: new ~licit~. In additio:..
tl:.:; C1-~T praa:ce C£ CLEC.s align.~g ~~ ~

~e:vi::: pm":c~ (ISPs) to t.1.b a.dvmtltle of two-w~y

voice :1:C:::;lr.>eaJ Cl:l:np~l!!iCJ:l ~~~ fa: ~
tr"cl.ffic N! Ja."Xely flows orUy ar.c WilY Ls t,\e ;loti...]

~..:Iv-.L""li: () f It "'bro.k.::l A Th1 :=ls.e::£',c" lPvbi away
n:~ry tD WhOUlevm' pl~ i:no~, nus !ToI:J3i':iC""~

-IOQph.o.Je~ b~ci'r to CUrr:::ll ne..s..:=~~1"~ t. r..a:.. in
x:-' o~i=.ioc..m,~l.c )0l'l8 t=.

• j),iTd.. mo"ry u errraordtnarily rhuzp righ! n0\4.'. fu
CUl'T'CI b-ooru.ing e~DO:ny am:. low inf'1atlaD make i:
r~a~vc:.ly euy fa: cost bu.iJu:s.s poropos:!.ls ~ ~d ~l'::ll.

C. CampdttJ.Dn /UlQ Unhusal~~ComptzrilJ~~ The
Telc:ecm Act az::.te= ~ competition Al'l.c. u::tiversal £e,:vice

iL'"'e ce."l:~~ g~. \1tc:i~ ~ c: ~.....::...~... bC/::; '-'~':::::

md ~g pa:u.y goal:.. in p=rr.c~ ~ L'"'e ::.:;'

c=:pl~ JOW. In f:I:1. tlxy are probably ~c.:: OC1"l'

dim:dy~:a.ryC:z!u CO$t will pahllcly a.C:nJt T~ FCC
eupl:...-nU:1cally rdz:r.; m these :ow as bei=g in "C!"O..U:l.ic
~c:l" with one anotbe:r. U~Te~~~~
~g and~ ~ur.s s:ay Out cf the \lor.I.)', c:i:b.eT U.·;I~
service ~n =d ur undc:r:nini:r.ft ca:I:?c:'dc.or.. CItc:e::n?et::i::::
wID c::1d up ~t:::::ng t:n.~ setVi.c:.c.. P!n5: t:::;IX;r::~

simply do net want to serve: w:profiQble ewr.en-...::::s u:i:o.s ~ry

hl[V: te. C~-lY. prices are set pol.~cally - !LOt by t::l.JU'X::::
for:es. It c.o::lpe::i1ioo u1~y c:!!m;r::x:es subsi..... ~, ~

Am:::ric.mr~ c:cnsumen' rsres 8:'!l gci::.g tIp-~!v
by eo. lcrt.

A au. CollflHJittOn DeY«41p In A~ Of SJJ.bsUi:,1
hjtmJlr Th.e Te!.ecat:l Act cfir=c'.ed the FCC to be~

p:ametm& cc::lpcrtition before rcf~.:Ig su.b.sidi~. This
I:mplc::nt:=atioo. sequ=ce is bac~. Lilc.e II bre=b blrtb..
thl::'e is ereat risk er.: 14)w c.am;:c1irior. could b'c: ~..ll~
be.:ul.se of the~ Unplemourion $eqUen:e.. HO'\W c.z:l B

"eom~ msrlcat" be cr~ md ~*"e wl:1eIl pri.ces ~
Uttle ~ltioo to east and tl:= adloak for~~ the~
~ is!>Q camplctely~':'

e. ~'" PtJlIcJ MaveJJ FTC," 1M CtJIU1S ttJ lJu Fa.
tDfd S1rU3~ Co:c.-~ ASSlJI:n:d the by n=:::noving lod..ge
C~en: anli the Mocillied Fir:.3.l Judg!ne:m of the ATkT
Ca:xs~ DCQ'Cll:I free-. the tclcco::: policy nW.ing~ t1ut
th= s::zt:.s znd the PCC wou.ld deu:::mina fi:l.al~ po!igo'.
It ha.!!:'t t'~ OUt ths! ww:y. 00-..: cot::rt !::.as bc:=,f~ b:y
II:~::;lle ccuru..

Wc-..h '"20-20 hiz:ldsi~..." it shouldn't be su.rp:ri.si:D& tbI, in an
ard::ciBl I:1S.rk.::t whee tA: gOve:tUIle:nt sets pric:s ami h.c
e.~d ~~tr.jon for aff-bu.dgd. subJJdics. f!V"..ry ~
would go to c::oUI'! tD It=p or set "'theirs.- VIr'...Ja!1y every
~...= policy ~U".:. 1$ being litipttc!.; 1i:lden1->tata
juri:s.d.idion. .conr.it\.1ticmality, priciIlg authority. anbundled
cl~= int..-.pn:t1rlions. subs..idy r~onn i~ues.. etl:. The
Te!eccc Act bas Imolwl1od 11 lot of contliet 1IIithoc.r: ,pdlini
out endy how :0 resolve it.. ~ curn:::I: liti~S~ will
probably o::.ly get worse as su,bsiJ:jy t1:{cmn hea:s up f.nd SS t!:u:
I.=1 e:-..e': (WtJch ~s n.o j u:risd.:c:tiaruI1 bol.Il:l-d..'Uic.s) ~::!.

~=m'mec::.

m. Problanl with TeJ6Ct)al .o\t:t I.r.np]eDl~~bon

A. TJr~ poli!JeS "I ·T~latJ1J'I rrc~1'rIo..TOC-: As is
CDOJlJODly~ 1hc pme of "tic·tae-tDc" is so siJ:r.ple..
thu twO sopb.ist1emrl p):tyen Mll al~ Jllay to a dnw.
Thlt's ba:.:l.u!e ir is 50 ~ to bloc:Jc. your oppaocr: fro::1
winnina. lmpJemcnmtion of '!131l Telecom Act is a lot lib: ;a.

n.~~wfS/»I1(J/DW"~T~~cf I..49P /Jbaff l'9tIcIdl44lior.lnc •17C~A.. N.W~ DC~
~ f2C2) 7n-m~ (3Xl) 7V.iVJf f, Fp{2tJ2J 778-19J'5 , r~(lJf»)L;W.M717
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'"....--,. ~ of ""n:'.=nm tic-a.c-~e.~ r-;o a::e is i=)ing tIC "'\rm- lrlJ
the c:sme will c.o.t:tin:J.e tx) be plaYeG to enrws because it I..> w
u..ry U) bltxlc tbe o-..bc:r side from zair'.1:l.g ! l'l~ wi::::it:;
advm~_ Appa."'!:ll!ly ti1l! marJc.oa have b~c:c b:::itivoly
~ to this gaee. realizing th41 the n::su1t at ~
Itpt:titivc bloclcitl.g gcv; b '''\he triLt::1ph c f tl:.e S"..cus qtl(l."

B. Loul CD~dJrjtHf DId .JJ.a £11111 IIf1JD I.Mtr
D~ W.JJ1eC~, r=g-.J.z:ors, u:.d !he rn.a,rIc.e't:; :l:1.ougt'!
t.b.ae would be can: local a1mpetiticn and Bell c::::y iDttl lc::g
d.Is::.an= than ti't.=re it cow. it ha.sc't Ul'orlc.ee ocr tbz% w:y for
many of tb.c rCUOIl.5 autJ.ic.cd aboVl:. The 5eCCT is ess:::ltWly
in a stBn1l1 que '"holdln: pa~.. that ""ill c;om:n~ for about il

.~ or~ 4wAi~g res::l:.I:ion fr= the S~e~ ~

the validity of tho Fce' 5 1oc&J c:.:mpetI!j en r.llc:s, and tilt
cans.:i.tlltianality of~ Be.ll-S'pee!.fc ~:ON of~ Teleco:=.
Act

It i~ beco.mina inc:nsasU::il:Y.~ thu in tU n::xt c;auplc Qf
'ie31~ ...,e will not see n:a.c:h ~rnL! l~ ccmtpt!Jtt101'1
b~)lond ,~ bl4ft7WJ ,"ar~ in the big e1t1u. Unless thc11l i$ a
rece'lOiogictl brealahfough lo~ t.'1.e cost of 11~
51!fVic:e., or moS":~ reKUlator, re~~~ by ~b.m:ltUlly

r:Usina f1!5:a1:l!U:i1l loca.l r:u:s, local C;0J:I:1~ in 90% of o.e
~de:nti ~ l:lJ.uX.:t wiJl be stillbom.

t-- As fur Ben e..-:o.ry~ lon6 ~e, it 13 very tn:ill.k::~ ~ we
......1J ~ the PCC a;:?l'Ovc II. BelJ e-:'It"y B;lPlica:J em fe r toog
.futm,ee in 1998 and probably DOt 1."\ 1999. ~5C: r: i'
ln~Yarr=~ ilia: the Fe::~ t!"~ Il.~~ O~-o~

=.ave a.~ tough ~tlCdarn at wha:: an "llpc::: local marlc:l:'"
::le==s. Vr'bile ~e Clintol'l Ad::nini.s:r:.or. sUj:?O.~d ~

7':=:c=:.oc::. Ac::.. i! is IW sec:1"et that tbe Ad::::1i..u~ was los
:.!::an c::lth~ i3.Sti c ab o1r. th:: prospec::t cf loo.s..~ ':he SUlI~
f:;: .illow'':::; E ell cm:ry m~ long cL.s:z..-.c.e. So it shauld r.ot

CaI::lR l!.:i a big S"J!'prise tr.st \oilb.ile ~ raw cl:.anged tl:l:
;:::,:;,ce:it=re for review-on; Bell entry, tr.eA~on die r.a:
c.:.n-~e In i:-:::? ii::-:~ so..a!:..C;!r.i..fer 11eU c::::ry. 1: a?;:M!lI1'S tb:!: ±.:
.... :'-;-l.-::ruiO:l !:w'..l.iev:.s~ '"o?ec fer co:npeti::icu" 1it:1l mans
!~~ 0;0 J::a;e Gree-..c "8::" s~ tba: ·· ... t},l.7', rs no
n.tb~..c:nria1 poMib fliry rr.ar ft cOll1.ri uu i U f'/tt:mo;oly ~,. (0

tnped~ CQ~tfol1 'f! tlT~ mcr/ur If lmtnt:is (0 aJrer ~

Moreove, 1: is p.re~ cleM thr. the FCC do~ co~ view :a~

e:"'.::ry \n th: pu:>l::. m~ because i! is imp:e::::l~ tho::
checklist =rlc:' the t:a.o~ ZlS!'Jmption thAt the Belts will abuse
~:: m:rk::~ power u::l~ regula.t.an CJCl ~:r. cy and every
p01.t::Jti.a! ~y tl-.= BeD could levtng: ~ir :nonopoly P03itiol'_
The only wvy 1~ bnJ~scal.e Bell e:m:ry i.t:'CJ !.cog dimn= In

:-:-....lS ceD1'...'T'y is if w Telecc= AC.l is ul:i.tr.c.cJy I"U!~

t;Il coostrt'.:.rier~ l:ry t......t: ,cn::rt. whi~. by ti:.e way, is t::l u.-:~ tn 0 I'l:

c:a~~ibility1h= S;Ql'1'f'Q%ioDL wisdoa: sQl:iem.

c n~ "Cts:.dJ-u· of W1dcsask .B",~

(nv~rJl: A~y the ~..:n!..)' way rt:r~ ic::':cw ':1:

I~ local am:pcriticm ~ -:0 n::s:r.:.::D tb:::;-.a.."':~:

=m:.cpolics fro:n~ their ~lc.c:: pawe~. Tb
1IpP~&/S.I\W~ Oil.: if CUlly the in.cun:l.be::t =ntmopoJy ~ tc!
FeVc:ntz:e from 'ol~g compclitian. the. c.oQ~..-o:: wiJ
flo~ (St:vt::" m.~ ~ filt:t thn mOSt ~n:o~<::3 ::-..==ti'r
gz::t t!:.cir loe.al WV1c.: fa: below~ - L--guahly a~
e.nri~p--:ttive politiCAl dz::isicn.)

H.oWt:'9'C:, W ripple ef!ea of t!:is policy fttJ:- ." -,. to !Dc3l
roc~ is ~ t.ad1y cililXJuniC lccaJ 1.oop ~c:::::

ap~ by tha m:.:be:':t :u ~ti..cm:Jpe~ve. The :elr~
iCgil: ~...m1y i~ t:J,.,.t ~ new CCQ.j)C!a:lr comp.....e ca::oo~

~ if a C1Qt'.Opoly is u:l..~d 10 atft:.T O::::Pf'O\Ied
bTCGdb.m::i sc:mc:e? T.et'unU1~ bu: ;::ra::tic.al~: of this
~oaa is tha:: ::.t iOVl!flUX:le.tl: l:tas~ l'\IW'o cJ~ of
inYcs::1Qt: i:M::s:mcm by~ th:a: is -elco:-::.e Il:l:d
good; and UNC3tD\=t by mcnapoUe:: the ~ h:Id, 1l'Q.­

~cstitivc~ :.sae::ttially lC:1 ll:l.W:' cro::s-sub:sidy 1M: c.=1s

to be stOl:1ped out.

The "Cal..-h-2Y of ells policy appro:at:h is thB: f:li..~ to
com~ tBkcs ~c.e ave:z t'a.im=s to~
~re, caasume:n n>\lSt war. fer Q01Upe=WD to offi:T ':t-.::c
eroadbllM lervico - .....hic:b is mUik.ely to oecnr iD ~
~r :n~ be;::.swe C"lJlrlmt 1oc:ar sc::rvice iJ o~
below ca.TI for polltic.al n:.as.ons. 'rbis is FJy why two yem
ltfl'l::! the 'Tl::l::aml Act, ClOtlt"~ an still s.cn:3I%1in.i "~'.s.
='1pr~~. ~widl~T'

The ·'CQ1c;'·11 W is the fa.ct tlut the~ Ie.:&! policy holds
C:l: vast ~ori:;Y of =.e alIrion's h.t.a:dred-:nilJicJ'1 5Ub:siciiz::rl
CCZ1..-mm hc.sttge to C:O!np.....-c:::on't!u: won't be showmg t:;l in
their :l.cighbor.wocU &:1y-'...:ne ::oor.. Ulcl: & cn:=1 joke. a: )::Mt

80 cilLion A.rrt:rican households :Ire l:r&ing left "on hold"
WlL~ for a "::cm~v~" n:s..-ue tluu no compc:titcr plAns to

Jac:xb. := t.~ forc.s.eeable futun:.

Morcov~. tl::o c.urn:r;t re~a.tDry approach o~ insisring on
clun.dlcd resale at r-ue.s th.:r:~cmn~~ Il FO!h
poWtrt.illy d1.scoul'Zi=S invesm:cn: by~ in~c.lved.

%y '-boWd com~to rs put c:.a+limJ lit ri~ ifthey c=:l !OI.1e U 4

guu~ed;:r0fu7 ("With the breakup of AT&:1', the
gDVmll:1ClI guar!7l::~ com~titors7JO~rlminatoryQCC8.S3

to Al'di;'T', n~lc. nDt DC~» willi a gut:ro11Jud "rofil for

:orn;;aIron.) 'W'by sbDuldtne~ invest inu~~

local loop if a competitor can ~U Jt 1hr less tbm the am.ou.a:
nac~ m n:cOVM the ori~ 1:03: of tb.e invem:nc:u? TI:.is
pe.~~ war.lu li.Ice II "'re'verse pCet::." wber: anIy
~ co=pdtDt ?TOfits ~ I.Imovative lnvesn:cenr upgrad.c:s..
not tile onp,1l1 lnvest.T.'.

7M~~ .. <iI;taIf"'i'ttfT«:ttlUClZ>'~~all.6w~~~IAt:.·r7~'P~A....N.W.~OC~f
~ (?:l) TT~Y9l;?:~ lJ;}..4.m.Fu (Z12) 7JS,.1m • TI8Iiing /8/)())CLd87D



~o P':'e'"'_l!'~:r ~U~ ,r'-'..ar-...:: ~" ri!' '-\J;', ,"
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D, T-e) Qassc ofTdaolft ClU:.etr.J:' V~ jud(;tC1t;

a.si&:. tl1.e. Bell e:my Language in th= fill:caa: Ae:. a%ld :b::

FCC', tmpie:"e:n:ttion of it also bas de fB.cotc~ !Wo
~ c!.use$ of Amt!ri=:n CmZZ!u. a~cfu~o=t

cu: DO ~ l'\mCriean citi~ waul::! ~d if
eXJ'13moC •

One ~ of cht::::ns includes those rcughly 20 mil~
American hou~~ld.s tlw haVe 8:l ~l.:mbcrrt phone
comp:ny wbi~ em offer local. lana c!1nnce ami f~l

l.nrctnc'. se:-vic:es. These roughly 50 millic:::J A.:D..m~

c:::hC' enjoyed tha: ber..cf't be:fon thc Tc:lccc: ....ct~

(1w SPrO.n: eus-..cmers) OT wt::re~ th2: bc:\..-fa ':)y
C~~ wtr:::l ~ Te1.a:=~ allowed GTE:o.:n~
c=::ry m:c :~4 ~ce In FebrJ.a.jI 1996.

A second el.As.:l of c:n=u inchui.c abo:;: ItO cillle.')
housclwlds., cr ewer UlD milllQll AJ.ncrior~ w!xl by qci:'lr.:
of~~y or~e, .....et: part of:u Old AT&T sys:=m
md are T\QW SC'Y'Cd by I. B &by Bell. 'These :.onS\o'''C1eTS do
not etl]0Y :'h~ benefit of an tnc-.un.be%:: provider lhzt ec
frOvi~ lc:::l!; long~c and t'.l1\ Int::n:t s:mce:s. The
Te!ecom Ac:~ So f1O\U welH:nown 1epar1!IC proc:c:;A

whereby a Bell mUSf apply to th: PCC at..e: medng II

stpar.tte "competitive r;he:cklisr" O:l II r.au: by r.;ue besis
before be~ e..!::lle to o!fer long ~tr.u cu! full lOICO~

S~;~ UI Its c:ur.:o~s.. 'These 200 :::..Imcm ~~:can

c:=z.ens.. ocly bee..!us.e ofwh~ they llve, h.ave to wal: fer
1l".:: Bc!Js l!r.d the FCC to llrcak t."Il::;r I"e~a:cry st3l.~':e

':x!"OT"C: t.'1..ry e!1joy ~ S4.Cle re~ry trea.:::::or 4.!i ±~

o~t:.::::- :'"ou.,;:hJv 5C mlilior. A,...m:ic.an.s. The pre...--nc.a1 resul~ is
cE:f~ ~ ~ T:...es: 200 miUion
A:=enc.ll."'. c..or.su::le:'! will have Q!1.C ~ ~mtmtca:1cr.'.s

aJ:::::;-..snve t.~ t:~c:ir noc.Bel! b~ &ll.d could i!lnjoy
s:;bs:woal:y less b1ollliblL~ inves:ment to,an the:.: DJ:ln-Be!l
b':'"e':!:r--= .

E. Why n ~ SJdiIUiy Pie Will Gn:rw: b et:=:ras: :0
corrvaone.; \AJl~O:::" i: app:ears :M.: teJ.c:am s\,;~d.i~ "'ill
,i.:UW :-:ltnc t:.an~ crv-..r ti...":Ie ll..9 mLlS;: oa:ec-~ ..a.nd
t.:!lfcr"-J..-x:::y i: loolc::l Il.S if C:Ox:5UOeT'S win ecrl up ?ayir-i fTr.
~e tDcreasee ~sic..ies I:.lltllU a maJO::- ch.an£e i:J ~~
c)"11Zr.lic OCCi.:."'S. ~";l: P'lL:.:i::.aJl)· ll:Iir.L."rui~C c:c reSUl~ wr~:-=

~ u)~'.l::l= ~ S'"".....u::ic with a.., i:'lcrea.'ling subi:!y bill i~

j U<e ly :er~ c:ra.: ~at:.S:

Fin!. i~ is rnu.c:h casl=: politica!Jy :0 add subsidies tha~ it is
to o.r:~ ~!bl: I: ~ M-ay, lLbr tl::.: fCC .",......s
lcb!JlClC !'.:r:D~Y for mon.O.s t.o f.ash Cl.:: lo~ !Ue1S

cl'..nre;t::; :ry S! 0 billiot:., tile FCC c:r. tho::c. ZERO i:'1 Its
aJ:.=!>::5 C::.a.;:c arde:" 0 tIt 0 f 1i:.v t:.a: Jo c.a.I ni~ I,l( au: d r..se,
0:: t."\a~ SA!I:e ~y 1&. May. ~ FCC ae.a:z:C 1:.65 bi1lion
in tu!W S".l.!:::s:dio to fur.d u,,!an.c: di.scountJ fC7l" sQJOOLs.

EbT1rU:s UId run! h=altb care... "J.'hi.!= :hr F~ !.l:'..o\.r;.::: ~:
~ pric: Cll!'~~ it Woo crd=ed tt.;c s,;.;:::..e ~
wauI~ pay far th.e c=w subsiliies, it r.-lS:'.'r warX.a:i o--=:~
way. ~ i:I eu:rcmtly II let a! fJ:c.g::r-poin:::i::l~ i::cr-...g at:

~ the pcc, lang di.s::ma~ and t.':c: Joc~ tU:cs

~ w+-....e~ COf:jU::::U:::'S are J.C:U:ill)' g;:-'-6 :tr :'-:.:.:
~ of:he M.-r redu..~ ir. :.he: ;me:~)

• SUtrrr.t:4 m:r:Jy in ar.d otJtS,ldc ind:..:.strY h:!Vc si:::;:(j up :.t:~

tSti:ow;d $20 billion p~us in lmplici": u:le.c.o::l cr=.
!Ul::s.id!es as an off-budgc "Jr.ggy b.lz:.k" to be ~:
b:::c.1:use it is Jargciy u=.c::Dtmted fa:- and not ""c:1;­
t::.det~ by :rnybody. Co~y. t::enl a.~ a
~~ ==bcr of ideas to :pe:lC~ r::--s?=c this "OC""

:o~~ !nOll...··)',

• Thrrd., unillu: the bud~ d::5=:-~ ~ ~ co offic:iaJ C~

widely ac~ me:bod Qf~g for~ telece=:
subsi~. and ~c:re is ':lDJ.ikl:ly to be :my gtJOd aa:o~,:,:,~g

anytime sooo. ThAt's beeause while t::::: Tel::~ ,Ao"c:
givcs the. FCC primary jurisCictiClJ ave- f..t.1l8t :mivers.al
s:e'\'ic:e funC.ing. tb= aisrfnG syst=l of subsidl.c::, is m~:"
ccuC"Ollt:d by tne 50 5Wt:S. And thsr'5 We l:lca:.:se
precious fi!w ~wtls otmidc the ~ig te.lClCom
oompl%li.e3 wly tm.dustInd me 1Wl imric:acies of Cut
arbitnge 0'1' bulIine.!s val:.:.: of~ vt.";ou, Il!'CSl".e ,uhsI6es.

• In S"J/1/, I hr telte:at:1 subs:i~ will ~ow bcc.!:;s.: 11 is ti::e
~ o( least poltti.e1Ll resi&tZnCe; ~ targaed.
?cwerfu! corponr= irmm::sts C"eT"Wb.elm ~e dlffuse c...:
Ot.l'tit-"l:U:d CClU\UnC' UxLcrCl:3t3; and beco:.:.se no mu: i.~

~ a tab on th.e ove:ralI cost. I~'s jcsr a !:'.=nQ 0:
ro;:e~ stmnr; in cillfe::--...JlT bun:ll.UQ'a~c clrawc:~

somewhere.

F. 1980:1' "WbJ-Win" SitumJon Makl$ Fwure ""1As~...
Lo.s~»: JOe bruku? o~ AT&T :!purred ~i:::1& ion:
di5t:m::e priees. R.esuWOl"l w~ able tl:I a.ed lr~ l<lDo
d..i.sl.m.ce &.cc~5 c.h.uges rz:: the dec::"el'1Sing 10110 clli'"..ance nuea U)

k.:::qllllc.al~ low. No consu::ne certk.ed beca"':e. due to ~
~·mL:::.~ D..mlre of long di:"..anc.e xares. lo~ dhunce bills
fl~. This. was a p0ijtic.aJ "'win-win" sitLWian. Now the
Telecom Act bits unleashed to~ T.b.:tt mrean::s to nrn :fun
~-win" into It "los.e-10'e" pcl::::cal ~tuation.. As
c::nr.pet:":iOIJ si'P~ oF. c:r ::rodts subsidic::::i.~~~ mus:
etme-r~subsidi~ oorc or let Joc:.U nucs rise -- ""hie.::.
b~ of th,eir llat-T3te JUlttx:"e, eDOSWIl.a3 "111 notice ll1ld will
no! fike.

.......

T1ItI Pr.a."7Cf'Grov:1",,: pwrclt»~T~~ ()/ Lt:t1I~ ~Hlab; iIC. .. Il~JP~""y&)l.MI.~!JC~1
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Teleport reporrs~r qU/lTter resulls. Teleport Communications Group, cur.-ently 10 t.';~ ?,OCeS3

of merging with AT&T, announced quarterly results that included normalized EBITDA 0: S2:.::
million and revenues of S160 million. The results a.--e U? slgniflcantly frerr:: Te!epor:' 5 r:.r s
quarter 1997 figures of $6.1 million £EITD:\. on revenues o~ $96.8 million. Telet:o~ added
approximately 43.000 access lines during the firs: q:larte:- and no~ has more t."-J:t."1 325.000 a.:c~sc

hnes in service.

Industry Events

Bell Atlantic addresses reciprocal compensation. In orda to prove that it s.."loulc no~ n:t\'~ to
pay reciprocal compensation fees for caBs to Intemet service providers served by CLECs. Be~1

Auantic Corp. is installing monitoring technology thar will allow it to differentiate Detw=e::1 vo::::~

and <Uta trafflC terminated on CLEC networks. The company estimates it wiU p~y o\.·e~ S ~ SO
mill10n during 1993 in recIprocal compensation fees to CLEes for the temunalion of IS? ~r.:tU::

Sta.t~ regularDrs have generally held that caBs to ISPs are local and therefore are S'..lo.le.::: ,0 the
reciprocal compen.sal:ion a.7ang:::;ments in local ne~ork interconne...'Lion agreements. Ma.'1:
CLECs have enlisted ISPs as customers, and several ISPs have become CLECs thems::lve:;. In
order to colle~t the large reciprocal compensation fees from the ILECs.

MCl and WorldCom to respond to European an.tit:rust concerns. Mer and WorldCom will be
given the opportUnity to respond to objections to their proposed merger during two cays or
hearings scheduled for May 12 and 13 at European COmmission's offices in Brussels. The Et:
inquiry into the merger, which centers on the two companies' share of me world marke~ for t.he
supply of Internet backbone sen'l.:es, i~ scheduied to end by July 14. The l7.S. De?ar1l:1c:":': of
Justlce is also exanurung the possible impact of:r.e merger on the long distance resale market.

CLEC Company Events

Birch sekcts vendor for switching equipmenL Elrch Telecom has signed a five-ye.ar deal wi:.t';
Luce:H Technologies, hiring Lucent to be its sole provider of switching hardware and .9ofru·are.
Unde~ terms of me contract. Lucent will supply Birch with 5ESS switchlDg systems and power
eqUIpment as the carrier prepares to launch services in KAnsas City and St. Louis. Birch also
?lar~s to deploy equipment in other comrnunit:es throughout the Midwest, and says the value of
~h:: contract could exceed SSO million ov~r the nex: iivc years.

ELl compleres Northwest long.haul link. Ele.:tnc Lightwave Inc. has completed a 569-rrule,
IOrlg-l1aul fiber optic route ber\l:e:r. Portla.'1d, Oregon. and Spokane. Washington. Tne company
is also pianning another 300-milt: fiber lmk betwee~ Spobne and Seattle. Meanwhile, ELI nJ.S
0;J:::nec ::s Spokane sales offl::: 3:1<:: ex?ects to :c;:-r, up its own ;>witching platform there by L"11:
enG of U1e surnmer.

Hyperlon selects call-intercept units from ETC. Hyperion Telecommunications pla.:1s to lI1stal!
Dlglcep: 2002 units made by Ele..::tronic Tele-Communications Inc. The units, which proVide
pr::rxurded messages infOrming callers of changed Or disconnected numbers and other dialing
J:lforffie.rion. are to be installed at 11 Hyperion sites across the country.

lCG completes privar.e placemenJ. leG Communications Inc. has completed its preVIously
announc~d private placement of $250 rr.i:lion \lIO~ of senior discount notes, The 9&75 percent
notes m:lrure. 1I1 2008 and pay no Interest In c3.Sh for the f11st five years.



CLEe Matrix:
Earninqs Mocels

Weekly Update
February 9, 1~~,5

With the quartorly reporting seBBOn upon us, we have provlded our financi~1

models for the various CLECs in our untverse.

The FCC rejected BellSolrth's C'!pplication to provide long-distance services in
the state of Louisiana.

• The TexaS Public Utiliry Commission ruled that SEC must pay the CLECs for
terminating Internet traf1lc (reciprocal oompensation).

• Metromedla FIber NetWork announced another slgnlficllnt c:ontTact by which
the company will provide dark-fiber capacity to a malor financial institution.

The attached pages represent fhe weekly update to our CLEC matriX, Highlights during
tne pas~ week lncluoe:

• Foflowrng the DeparTment cf Justice's (DOJ) earlier evaluation and recommendation.
the t=ederal Ccmmunica!ions Commission (~CC) relecteO 8ellSoU1h's 271 apolication

to provide long-distance services In Ine state oi Louisiar.a. Srm:lar to its decIsion with
BeIISoutt1's 271 aDplication in SoU!1i Carolina. the ~CC ccted tna~ the company had

n:Jt de~cns:raled non-dlscnminatory acces6 to ItS opera~ional support systems
(OSS) to local compe!iIOrs. In ad:::Htion, me order also dtea that BeflSouth's refusal
[0 oHe" contract servICe arrangements for resale at a wholesale discount had violated
speci~ic 271 reqUIrements. Keep rn mind that In Oc4ober 1996, the LOUiSIana

Commission set a 20.72% wholesale discount rate. It is interestmg to note that
a!ihough t."'le Louisiana Commission approved BellSou~h's long-distance applicatIon.
Citing that the company has demonstrated adequate access to its OSS. three other
Bel/So~th states. Fiorida. Georgia. and Alabama, have determined that a~ess to
8€1:Sout~s ass was insufficler.!

• The Texas Public Utlilry CommissJon rulej that Inteme~ trat'fIC is. in tact. local traffiC
arc therefore subj~ to the reciprocal compensallO'" ~ules With this decision. sac
IS n;)w required to ;:Jay the CLEGs 10r lerTT'llnaling Internet traffiC iexas reore,;,;tnts
:~e twettth S1ralgr.: Slate victory br tne CL..ECs With respec: to gaining reciprocal

ccmoensalior. lo~ internet traffIC. sac haC wirhheld reciprocal compensatIon

payments. argumg that Imerne! lraffic should be classified as inlerstate traffic.
Although the Texas PUC ruled that SBC must honor its exlslln9 contracts with Its

co~D€titor.;;, the commission will furtMr reView this Issue In luture meetings.
Reclorocal compensation for Int@rnet traffIc will be 8 key Issue tor botn the CLECs

and iLECs as many of the remaining states address and rule on thIS issue. None wiH
b€ more i:T1Dortan: lhan !he PUC's decision In r:-'e Slate of Calr.omla

..,eleccr.1li1un:::;.a!I()r;:

C ~~r--__ -....J':::>

Stuart P, Cortrad, CFA
(212) 4fj9-5401

(212)~g...s,.;:o

ml::::tl~i_md~d~:'"::.l. .:'Q,~
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COLRT REJEcrs SBC REQt""!:ST FOR I~JU-:-iCTIYERELIEJ'
AFFIRMS THAT CAI.lS TO ISPS ARE LOCAL A..7\JD ORDERS CO.'\:fP;£.....SA TIOS

On Jur.e 16, 1998, Senior t:.S. DLmiet Cou.--t Judge Lucius D. B~.J...,~on,mo:the 7:.,r.s Distric:: Ca:.:r.: for
the WeS'"..enJ Distri.~ of Texas (Dis::-iet CO~:: c::t'ied Southwest.eru Bell Telephone's (S\\13T) r~'.;es.

fur dech.-.uory and .i!1junc::ive rell:: a:~st the Te:c.s Public Utili:y Co~»i.on (FCC). SV/BT Los a.
subsidiary afSBC COc::&J1uloications (SBC). SVlBT Sled E"..* on Marc:b 19, 1998, ap?c:aJing !.h.ePUC's
February Z7, 199& order that: (1) c~ed CiIIls t:J I1Itc'net Se:Nice P:-oviciers (ISPs) as loc:t.l C3l.J.s~ a.nr=....
(2) cied3.I"'ed SWBT's ~Xlllc.ction agreement 'With rune Wsrner Cot::unuD..iatioD3 (I"WX) 1:0 be
valid, aw:i r~uired SWBT to compensa::e TIm:: Warner. for te:r:Inim.ting ciIls to Tane W~1 IS.P
customers. In it! suit, SWBT comended that: (1) ti'..: PUC did not have jurisdiction to approve m"l

inu:I"com::.ection a.greemen: Ctinvolving c~o:"..! to ISP~; (2) connections to ISPs a:-e i..:t~e·calls
subject to the Feden.l Communicarions Cornnri~ie~'5 (FCC'~) jurisdictior.; and, (3) the Texas PUC
erron~us1yfour.d that S\\-"BT's mte:rcon"'lea:icn ag:ec:ne:::1t~..h Tt."'%l.e War::1e:' included re.:iproc:a:l
compensatiOD rat=s for cor.n~ons to rsps. The PUC ordered SWBT to prospectively p:1y ISP-~-l3.!eC

reciprocal corr.pe:'l53tion tp Time Wun=> was we!.1 as re-..roaetively> v;....h in.rerest. In aD Aprl ~, 1998
appl..iClt:cn "I:l.~h ti"..e District Court for a prdimin.e.ry i."1jl1ncriOD a.,cainst t~ PUC's creer, SVlBT alJ~ed ~

the n.:.li::g would ar:loum to $400,000 ofmonthly lcsses ll1'ld ll3 C"..uch ~s $60 million of ur.re::o...-e.--:tble loss::s
L": ~ :; ::m:ing year, ifother CO:xlpettive ;oca.l ex:.~, g-e C!U"rie.n (CLECs) b voked the Time W:11'tlJ::" ru..Gng.
ei:}'l~ as precee:nt cr throui,h ·'Tr.o~-:avo~--n:U::c~:· dgbts. The ramifications of rJd..s decision c.:e:uld
u:tend b~ycnd the SEC-Tune Warner spat, if aUrer Ieg-:JJ c:halkmgsJ" to simiia PUC "'lings min-or thR.
outcome afthe imtanr Texas caJe. SEC has not J~t tndice:t~dwh~rhertrwill appeaIrhe June 16, 1998
Dt..rrrlet Court ordzT.

The Dis-:r;ct Co\,;~ condt.:-:id L\at ti:.e i:::~car..nectlcr:1 ~greeIT'..e:lr...5 between S\VBT an.d Time Wa...~er wer~

"ar tr.e he:1.n: oft!-:.e ~'1stan1 C2.S~ .. i:. t..~: b~~", c:omp:::::ies are lo~ service providers ~d neeti to
C::~e:cor~~.e.:t physiQ1Jy anc CC::t'-2.=~y to all0 'tl,' eGc~ ::tl::ers' c:.lStomas to call ODe a.'1oth~. Two such
ag:~ems were r.ego::ateci b~t\1r'e~:1 ':.I.~ tv.-a cc::-:;c~=s ar.d S'.lhmi~d to the PUC for :!.;'proval ir. My
1996, ~d AUg'J.3t 1997, re.s~..ivdy. L:nrorta=~\, ::0:':., ag:re~s w:re presented to the PUC with. no
ctP..stz.::ciing isSl.::.s requiri.""lg ar'Jitraticc, anc bot:l :lgr~err.s p:-ovided for reciprocal compensation for L;c
tran5?C.:~ and te-IT:"'.ic.;;:<..ion OflOCfu calls at 1Ul .gre-e-: ::J :x:- mb...:~ rate_ Tile xgreem~ts~("~ apt:roVed by
:.he PUc.

A1rhouSh S\¥"'BT had sentl~ to Tx:::1e Warr.er dU:ing the negoti3.tians of±e second ag:reeme::tt s-..J.:ing
that IT.te=net carls were lJot to be CQns.i~ered loc:.a.;, nei:ner a~~e:l.t aplicitly addre~ Internet
connections ar ever: :":"!e:::cior:s :.\:e I::~~. D~.n8 n~::lG.tion of tie ~ond intercoroectioo ag:reeme::r



ISP C1Jsto~ofll:::Je W.uneL 00 Oc:.obc 7, 1997, r:.....C' Wa.rnC!" filed A ~:-!3:"'-; u.-r-J:~ PUC ~:::::~

:..:U'.: S'WBTs ~.D1 to pay~ ree:prcc:aJ compens:mon represe:ed a br=h cfCOatr3Ct. St'lBT ~:'i:=::d

thaI the PUC bclcedjurisefc:tion cv::- t1'e ISP L5Sl:e., e..s ISP :;.LGc W"~ i!l:~.: U: r..:l."'U.""e 2,-1 ....':lS
thercor:: ll:lder t..~ jurisdjcrion ofthe FCC.

On February 27, 1998, the PUC~d L"'I or:1e:- f.n::.:ng tMt c:;ills to lSP,~ local mo.ao..:re whC::l ±o
!SP is in the lo::.al calling area,~ that SWBT owed, TL"::e Wt%'bl!!' re::::;:::"Oc:U compe:1Sation for s.:ch c;L:s..

The der::iman was based On & 1ind~ th.s::: (1) the PUC's decision is con:sist=nt"With the Fed..cral
T :::!ecommu:ucll'tioD A::r. of 1996; and. (2) th.e PUC did net act .n.i:rarily md c:pricio~ly, ~..h.cU!

S"~S";J.....calev1CC1ce. rne Dist:'ic! CoW1, Zlg:'eCng with the PUC -am! dnrwing support fur hs opirrio::.:::-Ow.
FCC orders. held tMt. although the1m~ an bec:.~ as inte:rstate in nature and may invcl~

intersta.te commerce, IIrte:met use is not a si.o.gle e:d-to-end coa:rouni:::ation. Rather. as !he FCC stated in
i:!l: tt..fay 1991 Universal Se.-vice Order. L"Jterr:et a.cce.ss consists of two oans "a. n.etwo Me uans:nis.rion
cor;:pone."l!., which is the co~ono~ :II. local excha."lge De:v.-orX £;o'r:l a s~bscribc:'" to an IS:? i..... 3~ "':tion
to :..Je ur.ce.-li~ i:1.for.nation s~--vi:::::." The 1)is=i~ COl.7t ~:ed: "[T]he PUc. in them~ case., is ::'0:

at:¢mpting to ~aIe the Internet. Rathe; 'the PUC is :r:erely rego.J1z:ini ~L..xt which it has th.e power to
~:!1e-·the seve'1-digi': IoOl1 telephor~ :::aIg :na: L":'"..e:'""...et c..tSto:n~ ::uke to 'ci3l up· t.~!r k:ern~

Senric= Pn:Twide:-....Tn.c ISPs are mcr:ly business cuS".cC".e..-s of the loal ex=!'umge. carrier:; wlich pr.-::-vic3 an
:.r.furma:ion service via teJeccm.."IlW'1icaticms. ..

Tom Fitzsimons
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·The Mic~igan a~d Texas PGCs voted lace las~ week tha= CL~Cs 8e~'i~s :S?~

a5 customers are en~i~lec ~c reciprocal compo =~om Eells when Bell
cus~omers are dialing :hat IS? & ~hus terminate calls or. a CL2C ne~~~rK.

*Big victory for CLECs as :'t sets preceder:.ts that suggest those :::...ECs .....:-:;:
~=Y to violate existing ir.terco~~ect(IC)agreeme~:s& not pay CLECs r=ci~.

comD for calls term~nated to ISPs will likely be overt~rr.ecl ir. ot~er sta~e~

·Thls iss~e has e~~ode= 5~nce the Be:ls had-Dushed =o~ rec~o=oca: ==~_~~
1.:;.terco-:l.,..."1ect.ic:::. ag;;'eemect.s sig:leci w':"th :::"ECs ~ver the past e~ve=a: years
not: real~zing that ISP custcmers 0= CLECs would create ~ situat~c~ w~ere

the overwhelming ba:a:lce of payments are flowir.g from :~ECs/Be:ls to ~£Cs

·Crux 0= the iS6ue is that existing ic agreemer.~s w~ich ~nclude =ec~p CC~

~or calls to ISP pap mUB~ be upheld.
--OPINION:-----------------------------------------------------------------
Late ~as': week :"och -.:he ;-.~:.chiqar. ?l.:blic Ser-~-ice Com:::issio:: and :~e Texa::
~b:ic Ut~lity CO~isslon rea~firmed in a unani~c~s fasr.ior. :hat C~ECs are
e:;.titled to reciprocal comper.sation payments frc~ Eell cc~p~~ies for ca~ls

:~a~ originate =ro~ a Be:: ~ustomer and term~nate at: an I~~ernet Ser-~ice

~rovider (!SP) point of presence (POP) whicr. happens to reside on a C~C

switch. T~e reason this ~ling came about is because the Bells trie= to
=e~eg on their inter=o~,ec:~on pacts made with the CLE2s anc as a res~l,- c=
che ruli~g, OWe retroac:ive payment of ~eciprocal compensacior. plus
l~=eres: on these amounts. 7he Texas ane Michigan Commissions said tha:
:egal i:ltercor~ectic~ agreements betweer. Bells and CLECs are in fac:
b~~ding a~d ~hus the Bells must adhere to all terms and conditions of these
ag~eeme~~s including payme~~ 0= =ecip=ocal compensacion. Howevez·, ~~e

c~gger iS6~e of whe~he~ ISP ~raf:~c is cieeme~ local or no~ is sc~ll yec tc
6e decidec bu~ it is Dasica~ly :rreleva~: since vir~ually every
::".:::::er:::on::ect':'cn agreement i!:cludes reciprocal co:npe:lsation a:J.c. does no::
Ex=:~~e a~y c:ass o~ 18ca: calli~s ~ike cal:s to an IS? POP.

:~_s :s a b~c victory for CLSCs and ~s likely to result in ot~er si~ilar

dlS?L~eS be~ng setcled in a ~avorable :ashion to the CLECs. Fer a bit 0:
con~exc here, reciprocal co:::;:ensa':ion si~ply mear..s that if a Bell customer
=a::.15 a C-~EC cuscomer :~e 3e':'::' owes the GEe a payment for te:=minatins a
ca:.l C:1 the CLEC' s net.wc:::-k. Converselv, if a CLEC customer call!3 a Bel:.
C..:..s::.omer, ~hat CLEC si:r.':"larly owes the' 3~1::" payment for a call terminatlng
~ a Be~l network. Typically these payments range in the SO.005-$0.008 per
~:..::ute area. The al~erna::ive to this type of arrangeme~t would be wha:. is
:(::o""~ as "bill and kee:;:>" which basically says whomever has the customer,
De ~': ::.he CL2C or the Bell, ~~~ply Dills tha~ customer anc keeps al~

:-eve:::·..:.e.s Wl ::hou: t.i::is :r"P~ :::: :::-ec.:.proca2. comper.satio:1 arrangemer:t.

~~s:::..c: a:'l y, back :.n ::. S' 9 f whe" ~n~er::O:L~ec:::'OD agreements were being
:-.:::::-:::.:.s.:.-=,::: ::::e:·...·~~!"'. 3e::.~s 0.:-.::::::":::::5, ~:te :::"£':5 pushed :or bill and keep but:.

~as ::he Bells whc ~::s~s~== ~~c::: t~~s ~ec:p~ocal co~pe~sa=io~ scheme.
~~~S nade sense s~~ce ~~ a vc:ce wo~:c., =he odds of a Bell customer
te~m~na::i:::g a callan a CLEC ~etwo=k seemed rather remote especially among
~esi~e~t~al Uge=S. Hence, the Bells pushed for and go~ reciprocal
cc~?er.sa:ior. =a=her than a b~il anc keep ar=~'gement. However. what has
occ~~red 19 t~aL with the proli:eratior. of ISPs most of whom seemed to be
CUS:'or.'.e:::-s of CLECs rat::te::: tlla;: Bells, mar:v Bell customers who call into an.
l",ter~et ?OP ~~~d ~hemse:ves termi:;.atina ~ calion a CLEC network.
~oreove~. giver. the lengt~y connection ~ime of most call~ to an ISP the
3ells are :inding the~selves wat.ch~ng the meter run on every call to an ISP
C'::.~ a:1d he~;:e, are payi:1g :!.:".crea!:!i:lgly large amounts to the CLECs fo'::
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or..-t!"~~=s.r•.:.? I =espe:::::. vely t R::X d:.:~ i'"- ," ":",.,e.:~: .:-ec:e:1:" ac::r...:.:..s ~ t. ':'0:-.. .::= r::::--::..:...s
'';: :::-al\'·=::'. as well as obYious b:.;- w:~n:1'~:::- M?S/tTL1NE:T "'":;0 has :::.e :"a=-~es::

.::-::'ernet:. ba:::k.bone.

The g:s:. of tne com?laint by the R30Cs, ~os::. notably Americec~, ~as ::.~a~ a
call lnto an ISP was no~ i~ fac~ a loca: call but was ~~ fac~ a lc~c

ci£r~ance cal: since the caller- -:lame1i" ~he use~ who is hooking up ::.~::.::: ~~e
=n~~rnet-- is not r~ally maki~g a local call bu~ ~ather ~:.~lizin; a
na:ional pla:.torm--na~ely the :nte~.e: Howeve=, the Pub:ic Se='vi:.::e
CO::"..7.issio:ls l:ave dec:"ded chat. a cal: :0 an ISP t.e:::m:'n.aclnc i:: :~e 2..8:'::.5.':'

cal:ing area should be treated as a 10ca: call ar.d the=ef;=e subjec: ::.::
~eci~rocal =ompensa~ion ~o :he :S?'s CLEC sexvyice o~ovide=s~ These ca~ls

use 7 digit local nurrbers and are s~jec: to local-tari=fs, ~c=eGve~,
these calls are treated bv the Bell a9 local calls for cal: ra:i~c,

b~ll~ng. repor~ing se?ara~ions allo~at~o~, anc roOSt ~mpcrta~~~y, Be::
:n~erco~~e~tio~ agreements witr. troe CLECs do noe dist~..guish be~wee~ :oca~

calls basec en a type of cus~o~er a~ the terminacing end, be it yo~r 5~Ste=

0= an ISP :i?OF.

since calls into an IS? do not relate ~o the termination c= o~iginatio~ 0:
long distance pe= se but rather access :0 content O~ the world wide ~eb,

~hese calls are decidedly local in na~ure. The Michigan PSC :'0 pa=~~cula=

ques:. ionee w:,y Arr.e::-i tee:: ~as not o:=-oadly i:np1emem:ed its policy pos~:.~o:; by
d~cl~ning to pay reciprocal compe~sa~ior. ~o non-Internet in=c=mation
se=vice provider~. In o~her words. if there is a local call into a :ocal
database that happens to be carried on a ~EC network, Arneri~ecr. has bee~

a~d cor.ti:l~es eo pay reciprocal comper.sa~ion.

The bot::om line here is ~hat the Eells ir. a sense ouc-srnar~ed themse:ves,
~~~ak~ng a =ew years ago tha~ the local calling world would be de=ined as
~[ ~ac been over the pas:. 100 years--namely voice calls fro~ one ho~se ~o

a~o~her o~ o~e office to ~~o~her--~h~s their desire for a reci~rocai

ccmpe~saclcn scheme. They clea~ly did no: e~vision the explosion ~~ :SP
:ra=f~c nor did t~ey ~ealize that. the vas~ rr~jority of ISPs would e~d up
~~2= c~st~mer9 rather than their own customers. Hence. the overwhelrei~g

balanc= cf oavmen~ on reciorocal comoensation fo::- calls to terminate on an
:S? ~etwork- i~ flowing fro; the incu~8r.: local exchange carriers O~ the
~el~s :0 ~he C~Cs.

We bel~eve these rulings, especially the one in Texas, a state that is
'·~ewed as decidedly pro-Bell se~s the stage for a complete rea=firma:ion 0:
~~e reciprocal compensation pc~ieies thac say all local calls which are
~=eated by :.~e Bell in the same ~a~.er in terms of ta~~iffi~g and billing
a=s subjec~ ::'0 reciprocal cornpensatior. even ~f they are calls tha~ go to an
=~:er~et ?O? of course, ~he p~o~lem from the Bell perspective ~s tha~

'.:5.~':'s ir:t::> a:1 Ir:ternet: PO? ca:l ':'as~ a long time and the meter is runr.:'ng
fo~ ~hat the Bel~ owes the =LE=. We alsc believe t~e state's aet~on on
:~_s :.9 a ha=~~nge= of othe~ poten~~al ac~ions euc~ as common transpor~ and
~~undled network element cornbir.ations which ~he Michigan PSC has already
ae~ided ~ha~ Am=ri~ech must do d~sp:'c~ the fact chac the Eighth C~~C~lt

2o~r~ o~ Appeals =uled againsc ~he FCC on ~his"

~~~/~7: We are ~ot talki~g about big dollars here yet. From the CLECs
pe=spective a so~rce of revenue which is g~owing quite rapidly has now been
=eaffl~ed and at the margin clearly is positive to the :inancial ou~look

c: :he industry. More importantly it is clear that state commissions are
::ak_ng very seriol;sly legal. co~~racts between the: Bells and CLECs
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